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MORRIS  L.  BRUSETT.  C.P.A.  j/0^^\  G    DEAN  REED.  C  PA. 

LEGISLATIVE  AUDITOR  MS^\'I'/^^  DEPUTY  LEGISLATIVE  AUDITOR 


STATE     OF     MONTANA 

(Office  of  %  ^legtslaitlJe  ^titfttor 

STATE  CAPITOL 
HELENA.  MONTANA     59601 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Montana  State  Library 
Commission  as  of  June  30,  1970,  and  the  related  statements  of  operations 
as  set  forth  in  the  table  of  contents  in  this  report,  for  the  year  then 
ended.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

The  financial  statements  have  been  prepared  on  the  cash  basis  of 
accounting  and  do  not  show  financial  position  or  operating  results  as 
do  statements  prepared  on  the  modified  accrual  basis  in  accordance  with 
generally  accepted  accounting  principles  applicable  to  governmental  units. 

The  Library  Commission  does  not  maintain  a  general  ledger,  utilize 
the  double  entry  system  of  accounting,  or  prepare  complete  annual  financial 
statements.   The  accompanying  financial  statements  were  prepared  from 
records  of  the  state  controller  and  the  detailed  records  of  the  commission. 

The  commission  does  not  maintain  property  records  in  regard  to  its 
equipment  or  equipment  held  in  trust  for  others  and,  as  a  result,  the 
commission  has  no  basis  for  inclusion  of  equipment  values  in  its  financial 
reports . 
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In  our  opinion,  subject  to  the  exceptions  described  in  the  preceding 
paragraphs,  the  accompanying  financial  statements  present  fairly  the 
financial  position  of  the  Montana  State  Library  Commission  as  of  June  30, 
1970,  and  the  results  of  its  operations  for  the  year  then  ended,  in  con- 
formity with  generally  accepted  governmental  accounting  principles  applied 
on  a  basis  consistent  with  that  of  the  preceding  year. 

We  submit  the  financial  statements  listed  in  the  table  of  contents 
together  with  the  following  comments. 
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COMMENTS 
GENERAL 

The  Montana  State  Library  Commission  was  created  by  Chapter  184,  Laws 
of  1929.   This  act  was  subsequently  amended  and  is  currently  codified  in 
Title  44,  Chapter  1,  R.C.M.  1947.   The  commission  consists  of  the  librarian 
of  the  University  of  Montana  and  the  state  superintendent  of  public  in- 
struction as  ex  officio  members  and  three  members  appointed  by  the  governor. 
The  commission  is  authorized  to  employ  a  state  librarian  and  other  assist- 
ants as  required. 

The  function  of  the  commission  as  set  out  in  the  statutes  is  to  (1) 
give  advice  to  all  public  libraries  within  the  state,  (2)  maintain  and 
operate  a  state  library,  (3)  accept  and  expend  federal  grants,  (4)  establish 
rules,  regulations,  and  standards  for  the  state  library,  (5)  provide  serv- 
ices to  the  blind,  (6)  develop  standards  for  public  libraries,  (7)  furnish 
library  assistance  and  services  to  state  agencies  and  residents  of  the 
state  which  are  inadequately  served  by  libraries,  and  (8)  to  function  as 
a  distribution  center  for  state  publications. 

The  primary  focus  of  the  commission's  activities  revolves  around  the 
Montana  State  Library,  located  in  Helena.  The  state  library  is  under  the 
direction  of  the  state  librarian.  In  July  1970,  however,  the  state  librarian 
retired  and  since  that  time  the  activities  of  the  state  library  have  been 
supervised  by  the  director  of  library  development,  who  has  been  appointed 
to  the  position  of  acting  state  librarian  by  the  commission. 

Although  the  commission  was  created  by  legislation  in  the  late  1920's, 
it  was  not  until  1946  that  the  state  library  was  established  on  the  campus 
of  the  University  of  Montana.   In  1966,  the  location  of  the  state  library 
was  moved  to  Helena  where  20  employees  operate  from  25,000  square  feet  of 
space  in  a  leased  building. 
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The  activities  of  the  state  library  are  grouped  into  four  programs  as 
follows : 

1.  Library  service  and  development  -  The  objective  of  this 
program  is  the  development  of  the  state  library  collection 
to  serve  state  offices,  supplement  the  services  of  public 
libraries  throughout  the  state,  promote  adequate  library 
services  to  all  residents  of  the  state,  and  to  promote  the 
development  of  libraries. 

2.  Library  networks  -  This  entails  the  formation  of  inter- 
library  networks  to  make  library  resources  available  to 
any  person  in  the  state  through  improved  access  to  those 
resources . 

3.  Institutional  library  services  -  This  program  consists  of 

an  effort  to  provide  the  residents  of  Montana's  institutions 
with  library  services  as  part  of  the  rehabilitation  and 
therapy  programs. 

4.  Library  services  for  the  physically  handicapped  -  The 
objective  of  this  program  is  to  provide  the  same  level 
of  library  services  to  the  handicapped  as  are  available 
to  the  general  population  of  the  state. 

Book  resources  of  the  state  library  have  been  increasing  at  the 
rate  of  about  10,000  volumes  per  year.   As  of  June  30,  1970,  over  131,000 
volumes  were  in  inventory,  of  which  about  75%  are  adult  books  and  25% 
juvenile  books.   The  content  of  these  books  ranges  from  technical  reference 
material  to  popular  fiction  and  nonfictional  books.   The  estimated  re- 
placement value  of  these  volumes  is  about  $600,000. 
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In  addition  to  books,  the  library  also  maintains  subscriptions  to 
about  165  periodicals  at  an  annual  cost  of  $6,000,  and  is  the  warehouse 
and  issue  point  for  special  library  materials  for  the  blind  and  physically 
handicapped.   These  materials  include  recordings  of  library  material, 
talking  books,  and  the  equipment  necessary  to  use  the  material  such  as 
phonographs  and  cassettes.   For  the  most  part  the  materials  and  equip- 
ment related  to  the  handicapped  are  furnished  by  the  Federal  Government, 
which  also  provides  most  of  the  financing  for  administration  of  the  re- 
lated programs . 

Most  of  the  state  library  resources  are  available  for  loan  to  public 
libraries  or  to  those  people  not  served  by  public  libraries.   During  the 
1969-70  fiscal  year,  for  example,  approximately  72,000  volumes  were  loaned 
by  the  state  library,  of  which  about  23,000  volumes  were  permanently  loaned 
to  public  libraries  with  the  remaining  49,000  volumes  circulating  among 
public  libraries  and  individuals  without  access  to  other  public  library 
services . 

During  1969-70  the  commission  expended  $509,891.   Of  this  amount, 
$157,500  was  from  general  fund  appropriations,  while  the  remaining  $352,391 
was  derived  from  federal  grants  under  the  U.  S.  Library  Services  and  Con- 
struction Act.   The  pattern  of  general  fund  contributions  since  the  state 
library  was  established  has  been  as  follows: 

STATE  LIBRARY  COMMISSION 
SUMMARY  OF  GENERAL  FUND  APPROPRIATIONS 

1945-46         $  10,000  1958-59  $  31,173 

1946-47  10,000  1959-60  39,272 

1947-48  12,716  1960-61  39,272 

1948-49  12,866  1961-62  46,335 

1949-50  15,208  1962-63  46,335 

1950-51  15,949  1963-64  52,994 

1951-52  14,562  1964-65  52,994 

1952-53  14,890  1965-66  75,000 

1953-54  15,676  1966-67  75,000 

1954-55  15,676  1967-68  100,000 

1955-56  21,507  1968-69  100,000 

1956-57  21,507  1969-70  157,500 

1957-58  31,173  1970-71  161,600 
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ACCOUNTING  SYSTEM 

The  commission  does  not  maintain  a  general  ledger,  utilize  the  double 
entry  system  of  accounting,  or  prepare  complete  year-end  financial  state- 
ments.  The  commission  maintains  a  detail  record  in  which  all  expenditure 
transactions  are  recorded  and  uses  this  record  for  budgetary  control  purposes, 

A  general  ledger  should  be  maintained  and  posted  monthly,  showing  the 
charges  and  balances  of  the  assets  and  account  balances  and  the  accumulated 
revenues  and  expenditures  for  the  year. 

The  double  entry  system  should  be  utilized  to  keep  the  accounts  in 
balance,  show  the  dual  effect  upon  each  financial  transaction,  and  provide 
the  basis  for  preparation  of  accurate  and  complete  financial  statements  and 
reconciliations . 

The  state  controller  is  presently  developing  a  statewide  accounting 
system  which  will  result  in  a  uniform  system,  utilizing  a  common  chart  of 
accounts,  books  of  original  entry,  subsidiary  ledgers,  and  related  reports. 
The  commission's  accounting  system,  records,  and  reports  should  conform 
to  those  being  prescribed  by  the  state  controller. 

RECOMMENDATION 

We  recommend  that  the  commission  consult  with  the  state  controller 
to  insure  that  the  needs  and  requirements  of  the  commission 
are  appropriately  considered  in  the  formation  of  a  statewide 
accounting  system. 

PROPERTY  RECORDS  AND  INVENTORY 

The  commission  does  not  have  the  records  necessary  to  properly  control 
and  account  for  equipment  under  its  control.   A  comprehensive  inventory  of 
property  and  equipment  has  not  been  taken  since  at  least  1965,  and  equipment 
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has  not  been  tagged  or  marked  to  identify  it  as  state  property. 

Since  the  state  library  maintains  no  accounting  control  over  property 
and  equipment,  no  values  for  these  items  are  shown  in  the  financial  state- 
ments (Exhibit  A) .   The  value  of  property  and  equipment  can  only  be  approxi- 
mated by  estimates  and  tabulation  of  paid  claims.   State  library  officials 
estimate  that  the  book  inventory  of  the  state  library  has  a  cost  value  in 
excess  of  $600,000.   Our  review  of  available  purchase  orders  disclosed 
that  at  least  $200,000  in  equipment  has  been  purchased  by  the  commission 
from  state  appropriations  and  federal  grant  moneys.   This  equipment  includes 
such  items  as  bookmobiles,  typewriters,  copying  machines,  book  carts,  and 
furniture  and  fixtures.   State  library  records  indicate  that  over  $179,000 
of  the  equipment  is  in  the  custody  of  other  libraries  around  the  state, 
including  six  bookmobiles  having  a  combined  value  in  excess  of  $60,000. 

In  addition  to  the  property  cited  above,  the  state  library  also  main- 
tains custody  over,  and  issues,  a  large  quantity  of  equipment  furnished 
directly  by  the  Federal  Government.   This  equipment  includes  such  items 
as  phonographs,  transistorized  cassettes,  recorded  tapes  and  records 
or  talking  books,  all  of  which  are  available  for  loan  to  handicapped 
residents  of  the  state.   Although  individual  records  are  maintained  to 
show  to  whom  the  equipment  has  been  issued,  the  records  are  inadequate 
to  the  extent  that  they  are  not  summarized  to  show  how  much  equipment  the 
state  is  responsible  for  and  whether  it  is  being  repaired,  on  hand,  or 
has  been  issued.   Because  of  this,  it  is  difficult  to  determine,  without 
examination  of  detail  records  and  a  physical  count,  the  extent  to  which 
the  state  is  accountable  for,  and  has  custody  of,  equipment  provided  by 
the  Federal  Government.   We  believe  the  commission  should  utilize  summary 
records  to  show,  at  any  given  time,  the  quantity  of  federal  equipment  for 
which  it  is  accountable,  whether  it  has  been  issued  or  is  on  hand,  and  the 
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eventual  disposition  of  such  equipment. 

Federal  regulations  under  the  U.  S.  Library  Services  and  Construction 
Act  require  that  records  be  maintained  over  equipment  purchased  with  federal 
moneys  costing  $100  or  more,  and  that  upon  the  disposition  of  this  equip- 
ment any  proceeds  derived  should  be  returned  to  the  Federal  Government  to 
the  extent  that  federal  moneys  were  used. 

In  order  to  insure  compliance  with  the  federal  requirement,  maintain 
proper  physical  control,  assure  maximum  utilization  of  the  equipment,  and 
to  provide  adequate  information  upon  which  to  base  valuations  for  insurance 
and  financial  statement  purposes,  all  equipment  should  be  properly  marked 
or  tagged  for  identification  and  recorded  upon  detail  records.   Subsidiary 
records  should  be  established  to  show  identification,  valuation,  source  of 
financing,  location,  and  any  other  data  necessary  to  insure  proper  account- 
ability, control,  and  valuation. 

The  state  controller  has  issued  preliminary  property  management  in- 
structions in  Management  Memo  No.  70-17,  pending  the  issuance  of  more 
comprehensive  instructions.   These  instructions  provide  for  the  recording 
and  control  of  fixed  assets  and  direct  that  a  physical  inventory  be  taken 
of  all  fixed  assets  each  year.   We  believe  the  commission  should  establish 
procedures  to  comply  with  the  requirements  of  Management  Memo  No.  70-17. 

RECOMMENDATION 

We  recommend  that  the  commission: 

1.  Establish  summary  records  to  control  and  account  for 
accountable  federal  equipment. 

2.  Institute  those  property  management  and  control  pro- 
cedures prescribed  in  Management  Memo  No.    70-17. 
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EXPENDITURES  FROM  CLEARANCE  ACCOUNT 

The  library  commission,  like  many  other  state  agencies  which  receive 
federal  grants  that  are  passed  on  to  local  government  units,  has  an  account 
in  the  Federal  and  Private  Grant  Clearance  Fund  for  depositing  such  grants 
upon  their  receipt.   In  addition,  the  commission  has  an  account  in  the 
Federal  and  Private  Revenue  Fund  for  the  deposit  of  grant  moneys  received 
for  direct  use  by  the  commission.   These  accounts  were  established  pursuant 
to  the  provisions  of  the  Treasury  Fund  Structure  Act  (Title  79,  Chapter  4, 
R.C.M.  1947). 

As  shown  by  Exhibit  E,  the  commission  expended  $242,897  from  the 
commission's  clearance  account  during  1969-70.   Of  this  amount,  the  com- 
mission's records  indicate  that  approximately  $69,000  was  expended  for 
commission  operations.   The  expenditure  of  moneys  from  this  account  for 
commission  operations  is  contrary  to  the  provisions  of  Section  79-410, 
R.C.M.  1947,  which  states  that  moneys  in  this  account  "to  be  used  for 
the  operation  of  state  government  shall  be  transferred  to  the  Federal  and 
Private  Revenue  Fund  prior  to  disbursement."   The  purpose  of  this  provision 
is  to  subject  the  moneys  to  the  appropriation  process.   Section  79-415, 
R.C.M.  1947,  provides  that  moneys  expended  from  the  Federal  and  Private 
Revenue  Fund  may  be  expended  only  by  appropriation.   The  appropriation 
process  provides  that  if  federal  or  private  moneys  become  available  for 
state  agency  operations  in  excess  of  the  amount  appropriated  by  the  legis- 
lature, the  excess  amount  may  be  authorized  for  use  by  an  approved  budget 
amendment.   This  is  the  procedure  the  commission  should  follow  for  excess 
federal  and  private  grants  received  for  commission  operations. 

In  November  1970  (1970-71  fiscal  year) ,  the  commission  transferred 
moneys  from  the  Federal  and  Private  Grant  Clearance  Fund  to  the  Federal 
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and  Private  Revenue  Fund  and  obtained  a  budget  amendment  to  permit  expendi- 
ture.  As  a  result  of  this  action,  the  commission  is  in  conformance  with 
above  referenced  statute  requirements  for  1970-71.   In  the  future,  the 
commission  should  budget  for  its  expenditures  in  the  appropriate  fund. 
Had  this  been  done  previously,  it  would  not  have  been  necessary  to  seek 
a  budget  amendment. 

RECOMMENDATION 

We  recommend  that  the  commission  deposit  all  federal  and  private 
grant  receipts  to  be  used  for  commission  operations  in  the 
Federal  and  Private  Revenue  Fund  and  obtain  the  budget  authority 
prescribed  by  statute  prior  to  making  disbursements  from  such 
receipts. 

GENERAL  FUND  APPROPRIATION  EXPENDITURES 

Review  of  the  documents  underlying  federal  grants  received  by  the 
commission  disclosed  that  generally  the  balances  of  federal  funds  are 
available  to  defray  commission  operation  expenses,  provided  the  federal 
matching  requirements  are  satisfied.   During  1969-70,  the  state  and  local 
expenditures  used  to  meet  the  matching  requirements  exceeded  the  amounts 
necessary  to  qualify  for  the  funds.   The  extent  to  which  the  matching 
requirements  were  met  is  shown  in  the  following  table,  which  is  based 
upon  data  in  the  commission  records. 
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LIBRARY  COMMISSION 
PERCENT  OF  FEDERAL  MATCHING  REQUIREMENTS  AND  STATE/LOCAL  SHARE 

Fiscal  Year  1969-70 

Federal       Required  Actual 

Federal  Grant  Program  Share    State/Local  Share   State/Local  Share 

Title  I  -  Library  Service 

and  Development       55.73%         44.27%  66.9% 

Title  II  -  Library 

Construction        55.73         44.27  45.8  * 

Title  III  -  Library  Networks    50.00  50.00  68.2 

Title  IVA  -  Institutional 

Library  Services    55.73         44.27  47.7 

Title  IVB  -  Library  Services 

for  the  Physically 

Handicapped         55.73         44.27  54.5 

*  Represent  aggregate  ratio  for  all  projects. 

Section  82-109(6),  R.C.M.  1947,  provides  that  "It  shall  be  the  duty 
of  the  (state)  controller  to  apply  expenditures  against  cash  funds  when- 
ever possible  before  using  general  fund  appropriations." 

As  shown  by  Exhibit  B,  the  commission's  appropriations  from  the  General 
Fund  for  1969-70  were  fully  expended  while  the  commission's  accounts  in 
the  Federal  and  Private  Revenue  Fund  and  Federal  and  Private  Grant  Clearance 
Fund  had  uncommitted  balances  totaling  approximately  $15,000,  as  of  June  30, 
1970.   Pursuant  to  the  above  referenced  statute,  the  balances  of  the  com- 
mission's federal  accounts  should  have  been  used  to  pay  the  commission's 
expenses  prior  to  using  general  fund  appropriations.   This  obviously  was 
not  the  case  since  only  the  federal  accounts  had  uncommitted  balances  at 
June  30,  1970.   This  is  further  indicated,  in  our  opinion,  by  the  fact 
that  the  state  overmatched  the  Federal  requirements  in  every  instance. 

As  a  result  of  the  failure  to  apply  the  commission's  expenses  against 
available  federal  moneys,  we  believe  the  June  30,  1970  balances  of  the 
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commission's  federal  accounts  should  be  transferred  to  the  General  Fund 
as  revenue  to  accomplish  the  intent  of  Section  82-109(6),  R.C.M.  1947. 

RECOMMENDATION 

We  recommend  that  the  commission  initiate  a  transfer  of  $14,948 
from  its  federal  accounts  to  the  General  Fund  as  revenue. 

FINAL  COMMENTS 

We  have  reviewed  the  recommendations  contained  in  this  report  with 
the  acting  state  librarian.   We  wish  to  thank  him  and  his  staff  for  their 
cooperation  and  assistance. 

Respectfully  submitted, 


Morris  L.  Brusett 
Legislative  Auditor 


June  1,  1971 
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ASSETS 


Cash  in  State  Treasury 


EXHIBIT  A 


LIBRARY  COMMISSION 

ALL  FUNDS 

BALANCE  SHEET 

June  30,  1970 


Federal  and 

Federal  and 

Private  Grant 

General 

Private 

Clearance 

Fund 

Revenue  Fund 

Fund 

$  5,004 


$58,597 


RESERVES  AND  FUND  BALANCE 
Reserve  for  Encumbrances 
Fund  Balance  -  Exhibit  B 


$  4,104 
900 


$44,549 
14,048 


Total 


$  — 


$  5,004 


$58,597 
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EXHIBIT  B 


LIBRARY  COMMISSION 


STATEMENT 
Fiscal 

ALL  FUNDS 
OF  CHANGES  IN  FUND  BALANCE 
Year  Ended  June  30,  1970 

General 

Fund 

$   - 

Federal  and 

Private 
Revenue  Fund 

$   — 

Federal  and 
Private  Grant 
Clearance 
Fund 

?"und  Balance,  July  1,  1969 

$  4,312 

Additions : 

Revenue  -  Exhibit  C 

— 

114,498 

279,462 

Appropriations 

157,500 

— 

— 

Reserve  for  Encumbrances, 
July  1,  1969 

17,720 

Total  Balance 
and  Additions 


157,500 


114,498 


301,494 


Deductions : 

Appropriation  Expenditures, 

Exhibit  D  157,500 

Grant  and  Operating 

Expenditures,  Exhibit  E 

Reserve  for  Encumbrances, 

June  30,  1970  — 

Fund  Balance,  June  30,  1970      $   — 


109,494 


4,104 


900 


242,897 

44,549 
$  14,048 
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EXHIBIT  C 


LIBRARY  COMMISSION 
ALL  FUNDS 
STATEMENT  OF  REVENUE 
Fiscal  Year  Ended  June  30,  1970 


Federal  and 

Private 
Revenue  Fund 


Federal  and 

Private  Grant 

Clearance 

Fund 


Federal  Grants  Under  U.  S.  Library 
Services  and  Construction  Act: 

Title  I  -  Library  Service 
and  Development 

Title  II  -  Library  Construction 

Title  III  -  Library  Networks 

Title  IVA  -  Institutional 

Library  Services 

Title  IVB  -  Library  Services  for 
the  Physically 
Handicapped 

Total  Federal  Grants 
Proceeds  from  Sale  of  Equipment 
Cancelled  Warrants 

Total  Revenue 


51,114 

$138,603 

— 

91,000 

13,000 

30,597 

32,509 

9,515 

17,552 
114,175 


323 


$114,498 


9,500 


279,215 
200 

47 

$279,462 
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EXHIBIT  D 


LIBRARY  COMMISSION 
ALL  FUNDS 
STATEMENT  OF  EXPENDITURES  AND  ENCUMBRANCES  COMPARED  WITH  APPROPRIATIONS 

Fiscal  Year  Ended  June  30,  1970 


1969-70  Balance 

Appropriation  Expenditures   Encumbrances   Reverted 


General  Fund 


Personal  Services           $  94,677       $  94,677      $  —       $  — 
Operation  and  Capital         62,823         62,823        —       — 


Total  $157,500 $157,500 $  — $  — 


Federal  and  Private  Revenue  Fund 

Operation,  Capital,  and 

Personal  Services         $121,675 $109,494 $  4,104    $  8,077 
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EXHIBIT  E 


LIBRARY  COMMISSION 
FEDERAL  AND  PRIVATE  GRANT  CLEARANCE  FUND 
STATEMENT  OF  EXPENDITURES 
Fiscal  Year  Ended  June  30,  1970 


Commission  Operating  Expenses  $  69,275 

Grants  and  Benefits  173,622 

Total  $242,897 
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